Atrium  at  Glenpointe,  400  Frank  W.  Burr  Blvd..  Teaneck,  NJ  07666  Tel.  (201 )  801-0050 

Fax  (201)  801-0441 


August  18,  1993 


Mr.  Barry  Mundt 
Partner 

KPMG  Peat  Marwick 

Three  Chestnut  Ridge  Road 

Montvale,  NJ  07645 

Via  fax:  201-307-7566 


Dear  Barry: 


I  think  we  had  a  very  useful  session  this  morning  and  I  believe 
that  INPUT  can  be  of  considereible  assistance  to  Peat  Marwick  in 
the  work  to  help  redesign  and  add  more  value  to  the  audit 
function. 

As  we  agreed,  this  is  not  the  type  of  consulting  engagement  where 
we  can  now  specify  all  the  ways  in  which  we  will  assist  you:  The 
process  itself  will  be  iterative  in  terms  of  your  own  team;  I 
would  also  expect  that  the  group's  work  and  objectives  will  be 
affected  by  feedback  which  you  receive  from  others  at  Peat 
Marwick.    However,  I  can  describe  some  general  scoping  issues. 

Scope  of  Assistance 

In  general,  INPUT  can  provide  you  a  great  deal  of  detail  to  help 
you  answer  and  flesh  out  the  questions  you  raised  in  your  memo  of 
August  18.  Specifically, 

o       We  can  provide  details  of  the  different  "cuts"  of  the 
software  industry  in  terms  of  sizing,  growth,  etc. 

o  We  can  also  provide  considerable  background  (some  of  it 
quantitative)  on  major  issues  (e.g.,  client/server)  now 
affecting  this  market. 

o        We  can  assist  in  preparing  lists  of  "candidate"  indicators 
what  can  then  be  winnowed  down  to  a  manageable  number. 
(These  indicators  could  be  further  developed  and  prioritized 
by  means  of  interviews  with  software  companies . ) 

o       It  is. not  clear  whether  it  will  be  possible  to  populate  the 
indicators  with  actual  number  during  this  phase. 


It  was  not  brought  up  during  our  meeting,  but  it  sounds  that  it 
would  be  useful  to  prepare  an  overview/briefing  document  on  the 
state  and  direction  of  the  software  products  business  for  use  by 
the  audit  partners.    This  could  possibly  be  supplemented  by  live 
briefings  to  software  audit  partners  and  their  senior  staff. 


Conduct  of  the  Work 


Due  to  the  nature  of  the  work  and  the  schedule,  it  does  not 
appear  that  it  will  be  feasible,  or  even  useful,  for  INPUT  to 
produce  a  formal  written  report.     Rather,  INPUT'S  contributions 
will  be  part  of  your  own  work  product. 

INPUT'S  contribution  will  take  the  following  forms: 

o       Supplying  pertinent  sizing  and  growth  numbers  from  INPUT'S 
standard  reports. 

o       Modifying  and  extrapolating  from  these  numbers  as  required 
for  estimates  of  particular  cuts  of  the  market  that  INPUT 
may  not  normally  track. 

o       Making  INPUT'S  library  of  materials  (both  those  produced  by 
INPUT  as  well  as  third  parties)  available  to  KPMG  staff. 
[Note:    Notes  may  be  taken  of  INPUT  report  material,  but 
reports  may  not  be  photocopied.] 

o       INPUT  will  take  part  in  worksessions  and  prepare,  for 

example,  draft  lists  of  items  for  the  group,  such  as  issues, 
processes,  key  factors  of  success,  performance  indicators, 
classifications  of  software  product  companies,  etc. 

o       INPUT'S  infoinaed  opinion  on  useful  directions  for  Peat 
Marwick  to  pursue. 

It  may  prove  useful  to  conduct  a  survey  among  software  companies 
on  some  of  the  issues  being  examined  by  the  work  group.  This 
information  could  serve  several  purposes: 

o       It  could  help  set  priorities  in  such  areas  as  the  most 
useful  indicators  to  pursue. 

o       It  could  serve  as  part  of  the  briefing  materials  for  audit 
partners . 

o       Some  form  could  be  used  as  a  publicly-issued  pxiblication  to 
help  build  "mind-share"  among  audit  clients  and  prospects. 

In  general,  INPUT  sees  itself  as  a  resource  for  Peat  Marwick 
during  its  research  and  analysis. 


Fee 


INPUT'S  best  estimate  of  time  required  is 

o       The  equivalent  of  two  days  will  be  spent  with  Peat  Marwick 
in  worksessions  in  the  course  of  the  project;  the 
worksessions  will  probably  be  spread  over  several  days. 

0  Another  three  days  will  be  required  in  preparation  for  the 
worksessions . 

This  time,  priced  at  INPUT'S  senior  professional  rate  of  $1,600 
per  day,  produces  an  indicative  fee  of  $8,000.     Given  INPUT'S 
current  understanding  of  the  general  scope,  INPUT  believes  that 
the  desired  results  could  be  produced  within  the  quoted  cost 
envelope.     Naturally,  if  the  work  were  terminated  before 
completion,  you  would  be  charged  only  for  time  spent. 

(Note:  Survey  work  and  analysis  would  be  in  addition  to  the  fee 
quoted  above . ) 

1  will  be  happy  to  discuss  the  scope,  the  form  of  our 
participation  and  the  structure  of  the  fees  with  you  at  your 
convenience.     Please  note  that  I  will  be  on  vacation  August  23-27 
but  will  be  available  by  telephone. 

I  look  forward  to  working  with  you  and  the  others  at  Peat  Marwick 
on  this  important  project. 


Sincerely, 


Thomas  O' Flaherty 
Vice  President 
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August  20, 1993 


Mr.  Thomas  O'Flahcrty 
Vice  President 
INPUT 

Atrinm  at  Glenpointe 
400  Frank  W.  Burr  Blvd. 
Teaneck,  NJ  07666 

Dear  Tom: 

Thanks  for  the  quick  turnaround  of  your  August  18  proposal  letter .  I  have  discussed  it 
with  Frank  Marrs  and  we  would  like  to  go  ahead  with  what  you  have  recommended  It  is 
consistent  with  our  thinking. 

As  we  discussed  on  the  phone  today,  we  will  move  forward  with  preparations  for  your 
visit  on  Monday,  October  30,  at  10:00AM.  Please  ask  for  me  when  you  arrive  at  the 
reception  desk  of  Building  2. 

Have  a  good  vacation.  We  look  forward  to  your  participation  in  our  project 


Very  truly  yours, 
KPMG  Peat  Marwick 


Barry  M.  Munc  t 
Principal 


cc:    Frank  Marrs 
Kevin  Killcn 
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 INPUT 


Software  Industry  Trends  And  Issues 

[This  is  applicable  to  all  of  the  industry 
except  entertainment  software] 


The  packaged  software  industry  is  undergoing 
a  true  paradigm  shift. 

The  shift  now  going  on  is  caused  by  a 
convergence  of: 

Changes  occurring  among  software 

customers 

Changes  occurring  in  software  technology 

Future  changes  may  greatly  impact 
-     What  is  "software" 

Who  provides  "software" 


YK2 
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Customer  Changes 


Organizational  decentralization 

Empowered  business  units 

Business  units  control  computer  budgets 

Business  units  are  much  more  involved 
in  computer  applications  decisions 

Ten  years  ago  IS  took  the  lead 
in  selecting  applications  packages 

Recent  research  finds:  Business  units 
across  a  wide  variety  of  applications 
and  industries  are  the  key  decision 
makers  in  software  product  selection. 


Customer  Changes  (Cont.) 


Business  units  are  increasingly  bypassing 
the  IS  function 

Customers  are  looking  for  solutions 
(This  is  not  just  a  marketing  buzzword) 

Many  IS  units  have  lost  credibility 

More  generally,  IS  is  seen  as  knowing 
the  "old"  ways  of  doing  things 


Successful  software  vendors  are  avoiding 
being  typed  as  part  of  the  "old"  paradigm 


V 


Short  Hand  for  the  New  Paradigm: 

Client/Server 


Short  definition:  "One  or  more  LANs 
using  file  servers  or  sharing  data." 
Not  a  perfect  or  technically  precise 
definition,  but 

Accepted  by  most  major  vendors 

Understood  by  customers 
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Short  Hand  for  the  New  Paradigm: 
Client/Server  (Cont.) 


There  are  two  major  attractions  of 
client/server  to  the  (business  unit) 
customer: 

The  scale  of  the  technology  is 
consistent  with  the  scale  of  the 
typical  business  unit  (see  Exhibit  1). 
This  makes  client/server 

Conceptually  comprehensible 

Potentially  controllable  by  the 
business  unit 

The  apparent  costs  of  client/server 
technology  are  at  least  an  order  of 
magnitude  lower  the  older  alternatives 
(see  Exhibit  2). 
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Client/Server  Problems 


Technical 


Marketing 


Client/Server  Problems 
Technical 


There  are  serious  difficulties  in  allocating 
processing  functions  and  data  along  the  LAN 

This  is  a  long-standing  problem, 
dating  back  to  "distributed  processing" 
of  mid-1980s  (see  Exhibit  3) 

Currently,  there  are  no  methodological 
or  conceptual  underpinnings.  Best  practice 
is  a  combination  of  experience  and  artistry. 
Worst  practices  =  failure. 

Many  competent  people/organizations  are 
working  on  these  problems 


Client/Server  Problems 
Technical  (Cont.) 


Security  still  lags  behind  host-based  systems 
(although  improving) 

Customers  don't  care  about  these  problems; 
many  are  oblivious 

They  are  happy  to  buy  warmed-over 
PC  products 

Enormous  application  replacement  rate 
is  planned  over  next  five  years: 
70%+  in  many  industries 

Software  vendors  are  yery  aware  of  problems 

The  first  vendors  to  start  to  solve 

the  problems  will  pull  away  from  the  pack 

Already,  mainframe-based  applications 
software  products  are  starting  to  die 


? 


Client/Server  Problems: 
Marketing 

Who  is  the  real  buyer  in  a  specific 
organization?  (units,  titles,  and  criteria 
are  often  completely  different  from  customer 
to  customer) 


How  does  a  vendor  find  the  buyer  efficiently? 

Six  months  too  early  and  the  buyer  may 
not  know  they  will  be  buying  soon 

Six  months  too  late  and  the  decision 
has  been  made 

These  "new  model"  buyers  are  less 
likely  to  have  a  rigorous  selection 
process 

What  are  business  unit  "hot  buttons" 

What  is  being  sold?  A  product  or  a  solution? 
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"Object  Oriented"  Technology: 
Medium  Term  Answer, 
Longer  Term  Problem? 


Definition:  Encapsulation  of  processes  (logic) 
and  data.  Examples: 

The  process  for  identifying  a  supplier 
as  a  "current  supplier" 

The  data  that  together  defines  a  supplier 
(e.g.,  ID  number,  legal  name,  "trading  as" 
names,  related  divisions,  address(es),  etc. 

Technical  advantages  of  object  oriented 
approach: 

More  rigorous  analysis 

Able  to  separate  forest  and  trees 
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"Object  Oriented"  Technology: 
Medium  Term  Answer, 
Longer  Term  Problem? 

(Cont.) 


Business  advantage:  Reuse  and  modification  of 
"objects"  ,  Potentially,  will  produce 

Much  faster  development  time  and 

Tailorable  software  (mix,  match, 
modify  objects) 
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Tailorable  Software: 
Blessing  Or  Curse 
To  Software  Products  Companies? 


At  some  point,  software  vendors  may  no 
longer  be  selling  a  "product",  but  a  bag 
of  pieces  with  instructions. 

Key  value  added  will  be  deciding  which 
pieces  to  use  (or  change) 

Who  will  perform  the  analysis  and  make 
the  decision? 

~  Customer? 

Software  product  vendor? 

-    Services  vendor  ("systems  integrator")? 

To  compete,  software  product  vendors  may  have 
to  change  their  "product"  mindset 


Exhibit  1 
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Exhibit  2 


MIPS/$1,000 


Year 

'Includes  scalable  processors,  e.g.,  NCR  3000  series. 
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Distributed  Design  Still  Not  Solved! 
Shared  Functionality:  Missing  Links 


Application  A: 
Host  based 

Processing  ^ 

Application  A1 : 
Micro  based 

Task  Allocation 

Security  ^ 

Local 
Data 

Local 
Data 

Server 

Shared 

Data 

Shared 

Client 

Data 

Data 

Missing  Links  Concurrency 


Source:  1984  INPUT  report  (shaded  areas  added  in  1992) 
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